by GENEVIEVE B. WIMSATT

Business Expects Plant and Equipment Expansion
and Larger Sales in 1964

B USINESSMEN onticipate spend-
ing o record of $42.2 billion for new
plant and squipment in 1984, a 10 per-
cent imcrease over 1883, Cwrrent
capital budgeis previde for o rieing
trend in outlays through the year with
the projected rote in the final half of
this year almost one-tenth higher than
8 year enrlisr. Associated with these
investment plepe are expectations of
1964 eales well in axesss of the record
1963 resuits !

The expected rise in investment rests
upon & broad industrinl bese. All
major lines of business, except mining,
anticipnie Tecord outlays in 1964—
generally substantially obove 1063,
Increases tange from 6 percent Jox
utilities to one-fourth for the raileoads.
Manufacturers are projecting an ad-
vance of 13 percent; communications
and commergial firms, 8 percant {soe
chart). Mining companies now plan to
spend about as musch thiz yoar as last.

1t the programs as now sutlined are
carried out—ond both the favorable
eurrent business estvironment and the
larga cavryover of uncompleted invest-
ment projects at the bepinning of tlus
yoar (discussed later) strongly suggost
that they will be—ihe recent invest-
ment expansion that started in mid-
1961 will have losted 34 yenrs. This
would exceed the 1955-67 advonce in
duration, snd would about maich ita
depres of Tise measured in physical
volume though not in coirent dollae
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terms. In the current expansion
expenditures for pew plant and equip-
ment inerensed @ percent from the
eyelical low in 1861 to 1962, slowed
down with o 5 percent advance in 1963
ns the recovery matured, and are now
programed to move wp again b an
accalerated pace.

While the forees which influence
investment are extremely complex and
not enzily measurable, thera is litte
doubt that the general backpround for
investment currently is distinctly favor-
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able. Soles and prefits schieved suc-
cessive mew highs each querter lasé
vear, ond internal fanda become avsil-
able in unprecedented amounts, not
only through the expansion i retained
eormings bui also through the aecel-
arated depreciation rates of the new
guidelines and the investment tax
cradit. A further sizable contribution -
to cash flow in 1964 will be made by
the recent reduction in corporate tax
rafes.

More importantly from an invest-
rent peint of view, the cut in individuval
taxes will increase overall demand to
snsure & more ndequate utilization of
exiating capocity, and is likkely to causs
businessmen to revise upward their
avraluation of prospective plant ond
equipment requiremants. In addition,
the cuts in business tax rates per =¢
enlarge tha expectsd net return on
business investment so that many pre-
viously postponed projects would now
appear attractive.

The investment programs now out-
Jined for 1964 will be o substontinl
stimulant 1o business activity thiz year.
Mozt directly chectsd will ba the
equipment-producing industries and
their suppliars, where the inflow of new
orders hns risen in recont monthe &0
record levels. Industrial eonstruction
contracts also are at new highs.

A few findings in the cerrent survey
suggest a rencwed emphasis on capacity-
increnzing  expenditures. First, the
very size of the projected 1064 ox-
penditure ¢an resulé in a mueh tors
significant vize in capacity thon replized
in any yonr since 1857, Aleo sug-
geative 1= the lact, discussed more fully



placch 1984

below, that manufneturing firmes bhold-
ing abhout one-hall of gross enpital
nssebs repork the need of at least some
additional capacity to meet their pros-
puctive 1964 salee volume.

Realization of 1963 programas

Actun] expendibtues in 1863 wera
unusually close to projections made ab
this time last yeaw—$39.2 billion as
against an expected $58.1 billion, Cap-
ital spending proerams in manufngtur-
ing, miming, wod public vtilities wers
clogely renfized. The railroads and the
nonrell transportation group spent more
than originaily planned—14 percent
and 4 percont, Tespectively, Actua]
outlays by commercial firms were
slightly under anticipetions made in
February 1963,

Actual expenditures in the fourth
quarter of 1963 exceeded plans made
in November by somewhat over 1
percent. Anticipations for the first
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and second quarterz of this year have
a0 baon raised from those reported 3
monibs enrlier. Moat lines of business
tither exeeeded or aquoled outlaye
anlicipated in November.

Rising 1964 erends widespread

Capital expsnditures are expected to
be at o seasonally adjusted annunl rate
of $41% billion in the first quarter—or
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sbout the snme as actual outlays in late
1963. Spending in tho second quarter
iz elated to rise 4 percent to $42%
hilion, and to increase further fc &
$44% billien rots in the second half of
the year.

Among most muejor lines of business
thare is a recurrent pattern in the rate
of investnent during 1984: littlachange
in the opening guarter, Tollowed by
succeseive increisss in  the second
qurrter and in the second half of 1964,
Exceptions are nonrsil transportation
and mining companiss, whose outlays
in the second half are now schaduled to
be somewhat lower than in tha first 6
months of 1064, Within monufactwm:-
ing, only the tranzportation aquipment,
electricel machinery, and food industries
do not now show further increasse in
tha second half of this year.

Manufocturing investitont strongd

Munufactirers spant $15.7 billion for
naw plant and equipment in 1963, §1
hillisn more than in 1862. This yenr
they expeect to apend $17.7 billion to top
the 1957 dollar record by mors than 51%
billion. Equipment and eonstruetion
prices hivwe ndvanced over the peried,
bowever, o that ihe volume of new
capital goods to be put in pleca this
yonr is probobly nbont tha sama s in
the boom year 1057,

Sines 1061, the rige in investment in
dursble goods manufacturing hng been
relatively larger than in most ather
major sectors. This year expenditures
ara projected ni 9 billion, 14 percent
higher than in 1963; cutlhya had risen
12 percent in eoch of the two praceding
years., ‘Thess industries had made very
shorp catbacks in eapital spending in
1058 nnd hnd shown the weakest axpan-
sion in 1959-80,

Expenditures for new plont snd
equipment by heavy goods producers
are expected to rize nearly one-tenth
frean the fivst wo the second quarter of
1964 to a zensonully adjusted annual
rate of 39 billion. A more moderate nd-
wanee is anticipated duving the sseond
half of 1964, Il achiewed, the $0.3 bil-
Lion sensonnlly adjusted annual eate at
thot time would be 14 percent nbove tha
second hall of 10G3.

Leaders in investment among tha du-
rahle goods industries, both in 1963 and
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1064, are the iron and siesl nnd motor
vehicle industrisa—although in neither
casa will 195657 records be exceederdl.
Capital sxpondituves in 1063 by steel
compaities increnzed one-sighth over
1962, and are now expected to rise one-
fourtl: this yenr to n total of almost
$1.6 billion. Sieel compnnies aecount
for a large share of the projected spend-
ing rise by all dursble goods comnpanies
from the second guarter to the second
balf of this yaar.

The motor vehicle industry iz anlie-
ipating higher outlays in the first quar-
ter of this year thon in the [ourth
quarter of 1983. By tha seecond gquarter,
sensonally ndjusted spending is axpected
to eomea close to an annual rate of $14
billion, und 10 remain at this rate in the

MANUFACTURERS" INVESTMENT
PROGRAMS, 1943
& Manulockres 3oenl Almoul 318 BlEes, end
Imerpmpnd 'I'hleruﬂjM-r aF I.Ilw-pl-llnl
Frodeclu..-

# A1 Haw Projecie Stortad by Both Durable oad
Mordurabls Gandy Industries Eucgeded
1%a1 Sponding ~||

ALL MANUPACTURMNG INDUSTRIES

f!///g(///}ff 1y .-:;..-"’
[Espaadiluras derlo I?ﬁa/f
s e a

Al

[ o e o S
orryower Dac 1163

DR ARLE
GOCDS MEUETRES

/5

HOHCHIRABLE
QOODS INDLSTHES

20

plus

Boka | QBE-LEE
S-3-F

U5, Ipurtinm| o Liismer, (i of Busiseac Coarmbn




10

second hail of 1964. Tolsl expected
outlays {or this year a5 a whole would
e one-fifth higher then in 1963, fol-
Inwing an increase of one-fourth from
1962 {0 1563,

Flant and equipment, expenditurcs of
nonelectricnl machinery companies e
new programed to incrense 8 percent Lo
#14 billion m 1904, alter a slight re-
duetion in 1963, Such spending would
equal the previous high, and is ap-
poerently a response to the large inflow
of machivery orders in recent months.

In cantrasl, electreial machinery pio-
ducers are planning lower sutlays tos

Plant and
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vear than last. This industey ran
counter to ihe pgenernl investment
trends in the 1068-61 period when it
had substantially expanded its expendi-
tures in order {0 moet the upsaurge in
demand for newly developed eleclronie
componenis and eystems.  The lowered
gights for 1964 in this induatry and in
noniutomeotive transportaiion equip-
ment may refleet changes in defense
spending programs.

Nondurable goods producers, as a
groupy, nre programing n 12 percent
ierense in axpenditures [rom 1963 &0
1984—only slightly les2 than that in the
durables. Last year spending by the
soft goods industries expanded by only
2 percent to §7.8 billion. Outlnys wre
expected to rize moderately in both the
firet and secomd quarters of this year,
and more substantislly in the final half
of 1934,

The pickup in nondurable goods mn-
vestment this year, particularly in the
gecond half, is characteristic of many
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of ihn eomnponent industries. The
Inrgest relative advonces—more than
one-fourth— are programed by pnper
ond textile companics, nnd would bring
outlays to new recards in  both
industries.

Increases of one-tenth in capitel ex-
penditures are now planned by both
thc chemical and petroloum processing
industries. 1964 expendlitures ab $1%
billion and $3% billion, respectively,
would be a little under previous highs.
Cutlays by chemical producers hacd de-
clined shnaply from 1881 to 1362 and
ndvenead 8 moderate & poreent last
yenr 08 enpacity had ontrun demand for
many of the industry’s producte. New
processes and new products ore im-
portant Tactors in the 1964 projectsd
rise. As can be seen in talble 2, the ex-
pected rise in petroloumn company
spending iz due to excoptionally large
incronaes for refining and traoeportabion
Incilitirs. Declines nre expecied in
marketing, production, mnd othior types
of investient.

IFood and bevernge wmonufactuvers
expect outlays to riee 5 pereent.  This
industry had expanded investment in
the 196081 period contrary to the gon-
gral investment trend, and has been
showing 2 entlier susiained upward
movenent in plant and equipment
sxpenditares sinee 1958,

An Evaluation of Current
Capacity

Each mnnulacturing company in the
currank survey wis agked: “Taking into

March 1804

neeount your compony's cuirond end
prospective sales for 1964 how would
you characterize your December 21,
13 plant and equipment {ncililies:
—move plant and equipment needed;
—ebout adequate; —exisking plant and
equipment exceeds neads™ ! In ol quos-
tions concerming industrial capacity,
there nre veiy difficult definitional prob-
lenis—including those on product-mix,
number of hours or shifts, and cost
relationships associated with the use of
facilitics of varying ages ond efficien-
civs—which make moensuroment of ca-
pacity and of copacity utihization
extremely difficalt. T4 wos hoped that
the present nqury, which required
only & qualitative answer, would elicit
& lerger responso, although it doss not,
of course, pevmit & quantitative esti-
mate of how much yesrend 1983 capac-
ity oxceedad or fell short of require-
menla in 19464,

The survey resulis are shown in
{able 3 in torms of the distribution of
firme by number and by gross eapital
nesets. It iz probable that the moet
froitful results of the question may
coma from compatisons over time o3
later surveys ave comploted. Wikhoub
an attempt at o deteiled interpretation
&t this time, goms interesting higlliglta
emergs. Almost one-third of the com-
ponies, aecounting for juet under 50
pereent of the total capital assstz in
manufasturing, indicated that their
facilities nt the end of 1063 were
inadequats to meet their needs in
1984 ; 60 percent of the firms with 44
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pereent of the assets considered their
facilities sbout adeguate. Thus less
then 10 percent of the firme (with 7
pereent of ossets} felt that existing
cnpacity exceeded their needs.
Manufaeturing cornpanies avaluating
their present [ncilities us inndequate for
1964 prospestiva snles were on the
avernee the larger finme in terms of
capital assets, Tirms veporting their
existing plant and equipment as sbout
adequata, ot the otber band, were the
smaller firms on balanes. The reeuits
for durable and nondoroble goods
producers were similar to those for
oll manwfnoturing firms.  {See tabla)

Tuble £.=Corryover of Plant and Eqnlp-
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A tabulntion wos mada breaking
down actusl capitsl expenditures in
1963 nnd anticipated expenditures in
1964, necording to the response to the
adequaey-clf-capacity question. It wns
found that pmong boih duorgble nod
nondurnble coods companies, those
reporting their 1963 capacity a8 in-
adequnte plan the largest relative
increnses in spending from 1963 to 1964,

In congidering thess new statistics,
it should e streesed that the fact that
lwge numbers of eompanies with sub-
gtnntial eapitnl agaets raport inndequate
capneity doos nob nepessarily mean that
the amount of inndequasy is large.
Also & company may find its eapacity
maodlequate for only one of its produsts;
ot the inadequacy reported may spply
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to only one stape of the production
processes; or capaeity may be innde-
quite in some geogeaphical nrea but
not in others. Finally, it should be
clear thnt the firms which raport & need
for more capacity for 1084 sperntions
may naw have availahle excess capocity
that will be drawn into production se
demand rises to the sxpected levels.

Nonmanufacturing Programs

The nonmeoufaciuring segment of
the economy is also substantially in-
creasing s investment schedules in
1964, Somo $25% hillion is cxpected
to bo zpent in the acquisition of now
Iacilities this year. After o shght dip
in the opening quarter of 1964, outlays
nre expected to rise throughoub the
reruninder of the year.

For 1084, a8 in most of the post-
Werld War 1I pariod, communications
and commercinl firms are in the fore-
front of the investment picture. Boih
groups inerensed expenditurss last year
by & pereent to 33.3 billion and 310
billion, wrespectively. For 1964 tha
projectsd riee is B pereent, with hoth
groups reporting sirong sscond half
programs.

Within the commercial group thers
is, howaver, soma diversity of invest-
ment expoctations for this year. Boih
wholesede ond rotail teade firms ore
planning substantinl inereasesz in out-
lays for new laeilities and equipmant in
1964, Finanee, construetion, and serv-
ice fi'ms, on the other hand, we plan-
ning Lttla changa in sxpenditures from
1063,

While their expenditurss are only
a anall part of the total, railroads
hnve recenily been raporting substan-
tizl increnses in investment. Expec-
tations of the industry nre for o rise of
one-fourth this yenr to 1.4 hillion,
after a 30-percent advoncs last yanr
Muost of the increasze is in equipinens
purchases, whieh will account far neaxly
lour-filfthe of total outlays, a higher
proportion than in any previgus post-
war year. Unfilled orders For freight
cars ab the beginning of this yoar wera
almost twice as high ns & year garliar,

Nonrail Grensportation  companies
anticipate ocutlays of more then 32
billion in 1944, 8 porcent higher than
in 1963. Spending for nesw facilities
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and squipment by this group last year
hod dropped helow 1862. The rise
Ior 1084 eenters in the wirlines, where
iarge acquisitions of shori-rangs jet
possenper Bnd jet carge plones ara
being made. If delivery schadules ars
mel, expenditwres would be somewhat
smaller in the second half then in the
firsi half. Trucking firms nre planming
b hold 1062 outlays at about 1962
totals while other Hansportntion tom-
panies are raducing expenditures from
Last year's rates,

The H-year declme in public utilities
expenditures for new facilities and
aquipment appears to bove been halted
with the 3 percent rss in actunl out-
lays last year nnd the 6 pereant inerense
projected for 1964, Spoending wounld
reach 36 billion under current pro-
grams—about 10 percent short of the
%6.6 billion record in 19537. Both
electric power and gas companiss sre
contribuiing to the projected rise for
1564, nnd both groups anticipate con-
tinuing rises throvgh the second half
of the year,

Carryover of Plant and Equip-
ment Projects

An  additiona] inquiry on  the
“enrryover’ of plant and equipment
projects has heen asked in these regular
quarterly surveys for the past yonr.
The question asks the amount of ex-
penditures at tha end of ench quarter
yeb to ba incurred on plant and equip-
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ment projects alrendy underway. Daio
[rom the inquiry aid in the cvnluntion
of the probable firmness of projected
sxpenditures since projects wnderwny
aro mora likely Lo be complated Lhan
thosa for which comumitments hove nat
yeb been mods. Such data alse make
posaible estimates of “starts” or new
projects undertaken: Actual expendi-
tures during the period, plus the
amount of carryover nb the end of the
pericd minus the carryover at the
bepinning of the peried aqual the value
of projeets started during that period.

The new data for manufacturers and
publie utilities nre presanted in table 4.
The quarterly information suggeats
a sirong seasonal pattern but unfor-
tunataly it will be several yesrs before
such flustuations ewn be quantified.
Maunufaeturers 1eported in the current

SALES EXPECTATIONS FOR 1944
Maejor Industies Anticipale increnses
in 1984 From 1763 Recprds
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survey thab the carryover of their new
plank and equipment projects af the
end of 1063 amounied to 38 billion.
This amount was up $1.8billion: from tha
tatel reported nt the end of 1962, With
monufacturers spending $15.7 billion
for new plant and squipment during
1863, the carryover rise of $1.8 billien
over the yeir sugpests that $17.5
billion in new projects were started by
manulactursrs Jast year. (See chart
an page 9.)

OF the telal earvyover in manufactur-
ing at the end of 1963, nbout 8 hillion
wig dus 1o durable goods producers and
%4 billion to the nondwnkle goods grouy.
Carryovar rose shout one-fourth from
yearend 1962 for ench group. Starts
of now projests me estimatod at 59 bil-
lion for the durpbla goods group and ot
$54 hillion for tha nondurables. Tha
rice in carryover for publie utilities dur-
ing 19683 waz abont 5400 million. With
nctual sxpenclitures nt $5.6 billion in
1963 the totel cost of new projects
started during the year was obout $6
billion.

Industries with ¢he largest increnses
in earryover during 1963 nre generally
those projecting the larpest rises in ex-
penditurse for 1964; thare 1 nlso an
aegosintion between sutbacks in mvest-
ment programs and in enrryover. For
exampla, the stesl, nutomobile, and
paper industties reporied ineronses in
carryover of 40 percent or more, and,
a3 noted entlier, these mroups expect
the largest relptive rises in investment
this yenr. Similarly, coreyover de-
ciines in 1963 wera reported by eloc-
trica! machinery and the “other non-
durable goods” group—both of which
expect to spend les for new plant nnd
equipment in 1964 than in 1963.

Manufnclurers’ enrryover nt the he-
ginning of 1933 represcnted almozt ong-
half of wetual cutlays during that yesr,
The proportions were slightly higher for
durables than for nondurables: indus-
tries whose plant end eguipment re-
quiremenis usually require lIong produe-
tion periods charncteristically had the
higher ratios, as would he expacted. In
public ntilities tha earryover of $5.1 bil-
lion yields a ratio of alimost one to one.

Plant and equipment projects somied
over by durable and nondurable goods
muapulgiturers to the beginning of 1964
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relative to expected capital outlays in
1064 wars ench just over 10 parcent
higher than thes ratios of beginning-
ol-1903 carryover to 1963 outlays
The ¢orresponding ratio for the public
utilities jr 1084 was slightly higher
than in 1963

Record Sales Expected in 1964

In the plant and squipment survey
durning the opening querter of each
year respondents are asked to giva o
predection of their sales for that year.
Reaponses peceived from mnoulactur-
era, tracle firme, and the public utilities
have provided usable estimates m the
past--although it should bo noted that
sales are less subjest to a company's
contiol than are oapitel outlays, In
1063 manuflasturars’ sotual sales rose

Tuble 6, —Busiocag Sales, Acun] aod
Anthtipated, 190264
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4 pereent from 1902 totals; the pro-
jection had been for a 5 papcont in-
crenge.  ‘Trade snles were up by 5 per-
cont, almost the same as expeotations,
with wholeanlnrs overestimating and re-
tailors underostimating liphtly. Publie
uliliting, however, axpacted o 1983 risa
of 3 percent, but netus! revenuss in-
crensed about one-tenth (see ialile).

The current zorvoy finds that bolh
manulaetorsme and trade firms axpest
sanewhat Tnrper gaing in sales from
183 to 1964 iban they had exporiencad
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from 1962 to 1963, whiie the public
uiilities do not expact to mafeh last
Yeir's ravenue risp.

Manufaeturers project o 6 percent
siles advanes from 1963 to 1964. ‘The
expected 1064 sales volume sugzests n
riga of nbout £ pereent to 5 percent from
the yearend 1963 rate.  Durable goods
producers oxpect a slightly Inrger rise
in sales froin 1963 to 1964 than the

watmont tor oech Indu:il.r:rlrul. ]
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nondurable goods group—aG pereent
ggainat 5 percent. Within durnbles
electrica! machinery, naneloctrical me-
chinery, rnd stons, ¢lay nnd glass
industries are now sxpecting the lovpest
advanees. Among the nondurobles the
larger advances are anticipated by
paper and textile compinies.

Trode finms enticipate o snles advanca
of G porcens from 1963 to 1964. This

ﬂhli'lﬂllllhl b obed il Iytidber, jotitom, Detremonl, crdsuees, and insealkaeoug

9 gporal, tobeot, kolar, ond pEstig-pablishing.
erude, s0rvios, BNUNC:, ROC ouilrERLION,

Mork: Dafoile sy wid add to totale Jus 1o roonding,  Trabs brear 1Bor o nrs st pabilalacd
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would imply o rise of 4 percent Ivom
the end-0i-1963 salez rate. Whole
salers look forward to a litile Iarger
increass from 1963 te 1964 than do
retailers,  The public utilities, as Lhey
dicl last yenr, are projecting a 5 percant
vize, Thn elestric power companies
are a little more optimistic than gus
producers regarding revenus move-
ments for this yenr. .




